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BOSTON’S OFFICE MARKET: 
STRONGER THAN EVER 


Boston's office market is currently 
among the hottest in the country 
and one of the strongest in the 
city’s history. Most recent statistics 
show: 


m Total Class A office space in the 
city is 37.6 million square feet 


m Class A vacancy rate is 2.0% 


m Rents are in the $40 to $50 per 
square foot range. 


= Net absorption of downtown 
office space last year was 
800,000 square feet. 


However, without new 
development Boston may face a 
significant “office gap.” 


A tight office market is good for 
owners, but it poses problems for 
existing tenants. High rents and a 
lack of space make it difficult to 
expand. Unfortunately, they also 
prohibit new businesses from 
coming into Boston. 


In addition, without action today’s 
precariously low office vacancy rates 
threaten the city’s future growth. 


Boston is expected to add more than 
62,500 jobs by the year 2006. More 
than half of these jobs - 31,600 - 
will be office based, coming 
primarily in the fastest growing 
sectors of financial services, 
professional and business services, 
health care and education. Boston 
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needs 2 million square feet today 
just to accommodate existing office 
demand, and another 6 million over 
the next eight years to keep up with 
projected demand. 


The Boston Redevelopment 
Authority (BRA) is committed to 
promoting suitable space and 
encouraging a development pace 
that will allow successful industry 
sectors to continue to grow and add 
jobs for residents of the city and the 
region. The BRA’s strategies to 
meet the demand for new office 
space include: 


m enabling already permitted 
office developments to move 
forward quickly; 


m establishing predictable 
timetables and processes for 
permitting new office towers to 
avoid a boom and bust cycle; 
and 


mw working with developers to 
fulfill their commitments to 
appropriate benefit packages for 
neighborhoods. 


PROJECTED DEMAND 


Boston is fortunate to have an 
industry mix which has resulted in 
strong growth over the past two 
decades, completing the successful 
transition from a blue collar 
economy to a high level service 
economy. Its prominence in 
financial services, professional and 
business services, health care and 
education have enabled the city to 
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recover swiftly from the last 
recession and will enable this 
growth to continue for the next 
decade. 


By 2006, Boston is expected to add 
more than 62,500 jobs over the 
1996 level of 636,584, bringing the 
total to 699,092 jobs in the city. 
More than half of the job growth by 
the year 2006, or 31,600 jobs, will 
be office based. 


Financial services, professional and 
business services, health care, and 
education are the foundation of 
future economic growth. 


a The concentration of securities 
jobs in Boston is nearly 13 
times the national average, 
accounting for nearly one in 
every twelve jobs in the 
securities industry in the 
nation. With employment in 
security firms projected to grow 
at more than double the rate of 
the national economy, Boston 
will add more than 8,000 jobs in 
this sector. 


= Professional and business 
services in Boston are 1.5 times 
more concentrated than the 
national average and this large 
sector comprises 16.5 percent 
of Boston’s current employment 
base. This sector is projected to 
grow at nearly two and a half 
times the national average adding 
almost 20,000 jobs, or 31 percent 
of the total job growth. 


= Education jobs are three times 
as concentrated and jobs in 
health services are twice as 
concentrated in Boston as they 
are nationally. These sectors 
are projected to grow at one and 
one half to two times the total 
economy growth rate and 
together add more than 13,000 
new jobs, 20% of which are office 
jobs. 


CURRENT OFFICE SUPPLY 


Office space, particularly Class A 
space, is the infrastructure within 
which Boston’s economy operates. 
The past success of Boston’s 
economy has resulted in today’s 
precariously low office vacancy rates 
which, without appropriate action, 
threaten the city’s future growth. 


Job growth since the end of the 
recession has been strong, especially 
in professional and business 
services. Nearly 24,000 jobs have 
been added in this sector since 
1992, more than recouping the 
14,000 lost in the recession. These 
jobs combined with the 11,000 new 
jobs in the Finance, Insurance and 
Real Estate (FI.R.E.) sector to push 
vacancy rates down to near historic 
lows and create the demand for 
additional space. 
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Boston's Growing Office Gap 


The projected increase of 31,600 
office jobs translates into 7.9 
million square feet of office space, or 
almost 800,000 square feet 
annually, just to keep up with the 
expected pace of growth. 


2 million square feet needed today. 


About 1.95 million square feet of 
the required 7.9 million square feet 
is needed immediately to relieve the 
extremely low vacancy rate and 
allow current tenants to expand. 
Filling this immediate need for 1.95 
million square feet would cause the 
downtown vacancy rate to rise from 
today’s precariously low rate to one 
of about 7.0 percent, a time tested 
vacancy rate that would both 
guarantee a profit for owners and 
allow flexibility for tenants. 


OFFICE MARKET TRENDS 


Boston today has 37.6 million 
square feet of Class A office space - 
the most in its history. Today’s 
peak is the culmination of a 35 year 
period during which Boston has 
added over 25 million square feet of 
office space. The new office space 
was often added sporadically, with 
periods of new space alternating 
with years where little office space 
development took place. 
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In the mid to late 80s, almost 10.5 
million square feet were added. 
After 1990, Boston saw only 2.2 
million square feet added, with 
International Place Phase II in 1992 
and a completely rehabbed 28 State 
Street in 1997 as the only major 
buildings to come on line. 
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Additions to Boston Office Supply 1984 -1997 


The Class A vacancy rate climbed 
above 10 percent in 1988 due to 
overbuilding and absorption rates 
slowing as a result of the recession. 
Projects underway at the start of the 
recession were completed later, 
driving vacancy rates to the most 
recent high of 17.1 percent in 1991. 
With the economic recovery, the 
excess space began to be absorbed, 
and with only 2.2 million square 
feet added, the vacancy rate fell to 
its current level of 2.0 percent. 


Boston's Class A Vacancy Rate 1986-1997 
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The last office peak was reached in 
1987 during which: 


mw ‘Total Class A office space was 
29.4 million square feet. 


m Class A vacancy rate was 5.2%. 


mw Rents were in the $35 to $40 per 
square foot range. 
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= Net absorption of downtown 
office space was more than 2.1 
million square feet. 


mw Over 4 million square feet of 
office space were under 
construction. 


The office market’s low point was 
reached in 1991 during which: 


m Total Class A office space was 
36.3 million square feet. 


m Class A vacancy rate was 17.1%. 


m Rents were in the $25 to $30 per 
square foot range. 


= Net absorption was negative: 
-163,000 square feet. 


Compared to other cities 


Boston’s downtown office market 
continues to be one of the strongest 
in the nation. According to CB 
Commercial, at the end of 1997, 
Boston’s downtown vacancy rate 
was second only to San Francisco 
and well below the national average 
of 10.8% for the 20 largest markets. 


RECENT ECONOMIC CYCLES 


The national recession of the early 
1990’s hit Boston and the rest of 
New England harder and lasted 
longer than the rest of the country. 
Due to the nature of Boston’s 
service economy, the recession had a 
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particularly negative effect on the 
office market. 


Almost 66,000 jobs, or ten percent 
of the total jobs in Boston were lost 
between 1989 and 1992. Half of 
these jobs were either in the FI.R.E. 
sector or in professional and 
business services, industries 
typically occupying Boston’s 
downtown office space. 


In 1990, Spaulding and Slye 
commented on the “free falling 
rents” in the Boston office market. 
In 1991, there was actually a 
negative absorption (-163,000 
square feet.) 


The turn around in the office 
market lagged somewhat behind the 
turn around in the rest of the 
economy. Two new and unique 
factors have contributed to restrict 
growth in the supply of office space 
in Boston. 


The first was the credit crunch that 
accompanied the past recession 
which resulted in extremely 
demanding pre-leasing 
requirements, the kind that favored 
smaller suburban projects and 
worked against larger downtown 
projects and especially discouraged 
speculative building. The second 
was that, while corporate 


_ Chicago 
. Kansas City 


- Manhattan, Downtown 
- Phoenix 


__ National Average 


S Cincinnati 


10.4 10.8 11.7. 12.9 13.7 13.8 


downsizing and mergers spurred 
growth in industries like mutual 
fund companies, it led banks and 
insurance companies to reduce their 
space requirements. Those engaged 
in office development expressed 
their confusion by exercising 
caution. 


Beginning in 1993, the rapid growth 
in the professional and financial 
service industries spurred a new 
demand for office space in Boston. 
Net absorption grew slowly in 1994 
and 1995. But it wasn’t until 1996 
that job recovery reached a point 
where it began to drive absorption 
up again and with it a dramatic 
upswing to the Boston office 
market. 


Since 1992, the renovation of 
600,000 square feet in 28 State 
Street in September of 1997 has 
been the only major addition to the 
Class A commercial market. The 
result is that Class A vacancy rates 
have plunged to their current level 
of 2.0% and rents have reached the 
$50.00 per square foot range. 
Indeed, in some places the rents are 
higher. International Place, which 
opened with rents of $30 in 1992 is 
now charging $61 per square foot 
for some prime space. Rowes Wharf 
is charging in the mid $50’s. 
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BRA’s STRATEGIES TO : 
CLOSE THE OFFICE GAP NEW DEVELOPMENTS IN THE PIPELINE 


The Boston Redevelopment 6.8 million square feet in the ground or on the drawing boards. 
Authority is committed to ensuring 


the proper type and pace of growth 
that will allow its successful 
industry sectors to continue to grow 
and add jobs for residents of the city 
and the region. 


The low vacancy rates and high rents have begun to spur office development. 
A number of proposals, at various stages of the development process, are 
calculated to add sufficient supply to meet current and projected demand. A 
total of 6.8 million square feet, including several new office towers, are in the 
pipeline for construction. 


The BRA’s strategies to meet the 
meet the demand for new office 
space include: 


Cambridge 


m enabling already permitted office 
developments to move forward 
quickly; 

Charles River 

m establishing predictable 
timetables and processes for 
permitting new office towers to 
avoid a boom and bust cycle; and 


m working with developers to fulfill 
their commitments to 
appropriate benefit packages for 
impacted neighborhoods. 
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